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1. Iama Professor in the College of Business Administration’s Department of Economie~
and a Profeasor in the School of Public Health’s Division of He~alth Policy and

. Administration at the University oflllin0is at Chicago. I am the Director of the
University’~ Hemlth Policy Center, a resemreh center within th~ UIC Institute for Health
Research and Policy. I am also the Director oflmpaoTe~a: A Policy Res~rvh
Partnership to Reduce Youth Substance Use and Co-Director of the International - ¯
Tobacco Evidvnc~ Network, project based in ~e Health Policy. Center at the Univ
of Illinois at Chioa~o. In additi-~ T ,. __ ,~-~ .... -     "       " er~ity

Illinois’ " . ° . "m,~’uuzm2umlateyacultyMemberofflleUM~cer~lyof]nstitute for Government and Public Affair~ and I awarO dthoUni ersity of
Illinois at Chicago’s University Scholar Award in1996. A copyofmy curriculum vitae is
att.a~hed as E~bit I. . . " .           -     .

2.’ I am a Rese~ Associate in the Health Economics and Childmn’~ Programs.at the "
lqational Bmeau of Economic Research. I am a member of.the Centers for Disease
Control and P~evention’s Alcohol-R~latecl Disease Impact (ARDI) Expert Working

....Croup and the Chair of the ARDI Health Economics Exaxa-t Worldng Croup. i am-a
¯ . member of the Alcohol Prevention Planning committee for the National Institute on

:/klcohol Abuse aad A:Iboholism’s Le, advrship to Keep Children Alcohol Free In~iativc
¯ trod a mbmber of the consultation team for developing *’Reduo~ng- Alcohol Related
l̄~-oblemd’ for in�lug, io~l. in Guide to Community Preventive 3ervicea for the U,8. Public .

.̄-Heath S¢rvioe. I am a.member 0fthe Centers for Disease C6ntrol and Pr~vention’s _. ¯
."Healthy People 2010 TobaccoWork -Group, ~ m~Tnber of the Illinois Stat~ C-~ovemoi’ s_

-:..- Tobacco prwenti0n Advisory Group, a senior consultant to the Robert Wood
Foundation’s Re~earch Network on the Etiology ofTobae, o D    denoe aada m

" of the American Lung Association’s ~,~.~a~_^~ .~ ..... ", ~    ,       ember
..... vua~ 2~.vuon l~anel on Tooacco.. i¯am als0

.... ~ . ~ ~-o,mv ~oacy ana American dournat of PubIic H~al

¯ 3. -My researchintere~ include: l).th¢ i~npac~ of prices on alcohol, tobacco and illicit drug
: . use and relatM oL, tcomes; 2) the impact

of m~bstance ooniml pc.licit-and’environmental
faotora on albohol, tobacco,.:antl. Other drug use~ and outcome~ related (o t~ese behaviors;"3)’the economics of tobacco use and tobacco.control policies, and 4).the impact of prices,
availability~ and othe~ environmbntal influences on healthy eating, physic~ activity, aiad
obesity. My teaching i~t the undergraduate and-graduate levels has included courses ia "
the area. ofmieroeconomics,-health economics, industrial organization -     -- "
t̄~ublio p.o,h’cyissues.       .      . .    " " . ~      n, vc, onometrics,

.I have extensive, experience through my professional work, fund&l research activities,
and consuIting relati6nships wi~h a -wide ~arietyof organizations. My research has.been

¯ ’ fundM by the Naiional Cancer Institute, the National Iustituto ot~ Alcohol Abuse and
Alcoholism, the National Institute on Drug Abuse, the Centers forDisease C~ntroI and

¯ Prevention, the Robert Wood.Johnson Foundation, the Rockefeller Foundation, the -
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~Umt.e~. Stat~ Department of4~¢ul~, ~e ~~ ~cer 8oeieq, ~e mi~is -.
~enl of Public Heal~ md o~e~. I have ~fl~for a v~ei~.~fpublic, ~vale, "
~d non-profit o~8~afiom, ~elu~ ~e F~d~al T~de C6~ssi0n, ~e World B~
~e World H~I~ Org~fio~ ~e En~o~en~l Preteen Agency, kelmd~s
Tobac~ Con~l, the ~nte~ for Dise~eCon~l md.Pr~fion’s Offi~on SmoM~ _
~dHe~ ~e Nafio~ C~l~ for ~e Adv~c~foftr~enfi0n, ~e Nafion~
~sooiafion ofARomeys Gen~, ~e Robc~ Wo~ Jo~on Fo~dafio~ ~e ~efi~
C~c~ So~ety, ~e Addio~on R~Ch F~afion ~o Na~o~ ~-~- ~- ~ "

"!6.

5. I have written well over 100 ~fiele~, book chaptorz or-secti0ns, reports, and oth~
p̄ublica.fions focusing on th~ economioanalysis of substance use and abuse, including
-extensive research on the-economies of alcohol, tobacco, and illicit drug use, related
.̄outcomes, and control polioies. Much 6f this research haz fooused on the impact of pdoes

my ~ung, pny~ca~ aenvu’y, and obesity. Sindlarly, much of my research has
. foc~ed on youth, and young aa~It alcohol, tobacco,and other drug use..Nearly ai! ofthe
research I have conducted over th~ past two decades has implieatiom for public policy.
My ,~xi. "eaalmnvita inchd~ a list.ofpublicatiom I have authored or coanthored~

I l~av¢ provided te~limon~, before the United 8rates Congress and 0thOr governmental
-bodies,. including t .e~hno.nyb0foro: thoUnited 8tares Senate Judiciary Committee’

.- .8:ubcommi~ee On Antitr~t, Business Righis, and �0mpetiti6n~ the United State~ tIouse.
¯ " CO .n~aittec On Ways and Means; the United Stat~Interagency. Committee on Smoking

. -=and Health and its Subbommittee on ces.~ation; the Rhode Island ~at~ Financ~
. Committee; and flae Massachusetts Legislature. I have condud~l briefingson various

¯ . is~’ues for federal.and state legi~lator~andth~ir staffs,
number of countries, including ~amb~dla, [rdand,Mahysia~ Mexico, Thailand,
.Vea.e’zuela, and Vietnam.           "

7.. I hav~ p~o~ded eXLaert testimony in several l~gal proeee~ including I lnovided .an
....expert report, was deposed, and te~ified in trial on behalf of defendants ~n ~anta Fe

Natural. Tobadeo Co., Inc. v. Eliot a~ffzer and Browi~ & Witliam~on et
~ a~ata!a.". On behalf 6f d~i’eadauts, I provided an expert .~ep6rt in ~wederrburg, et

~ KeIly, eta[ on behalf ofdefendaut~, !Provided an exportreport, .wa~ dep6~ed, and
¯ to~ficd in trial in TFlrr~, In~ ~. l~dfiam ~c.haefero etal., on behalf of dofcndanks,-I
Wovidcd a declaration in Freedom Holdings, Inc,, v, F, ltot @irzer. On behalf of plaintiff;
I provided an expert r~rt, was d.epozed, and testified in trial in U~nited ~tat~ of America
v. Philip Morri~ U~,4 Inc. et aI.

My rat~ for the tim~ spent r6ndcringan expert opinion in thi~ Cas~ as an expert on issues
¯dated to the impact of alcohol control Folieies and alcoholic beverage prices on alcohol
use, abuse, and r~!atexl consequences, :is $200 Per hbur pl.us expenses forbackground

. research, and $500 per hour phs.expensesfoi time spent in depositioas and testifying,..
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9..._.This matter is con.tinuing-.~.,d _my research and other work 0n this matter are ongoing. Asa result, I may render additional opinions based on my c~ntinuing review of r-d~
ma.t .e~ials and the t~timony of others. I reserve the right to revise and augment my
-opinions as my work on this matter continues.

SUMMARY OF OPINIoNs

10. Mypriucipa! opinions, as of the date that I filed this-report, are as follows:

I I. The Washington sta~tes and regulations at issue in this case - which include:
prohibitions on the pro .~ision of.quantity discounts, gi~ r~bates, special se~wioos and
more bydistributors to ~e~ailers; requirements that beer and wine prio¢o distributors
i~hargo to retailers must be at least ten pexcent abovethe distributors’ acquisition cost;, .the

~equiremeats that beer and wine distributors’ s .....~po t these pnoes vath the Washington’ .state Liquor Conlr~l Board and.-"hold"-the~ .o pr4oos for one monlh; requirementsthat

~ret~c~n~Pl~eY=~i.hvf~°~,ib~e~r..~at~.d..~w~_._°_a,t._.tl)0~ti~. °°ydd!~~ .a~.drequiremontsthatbeer .,,,,.-,, ~a~y ~om msmoutors ~o retailers’ lioensed outlets or direotly to
~zctailer atthe distn-b~to~" outlot,wi~h the delivered prices the sam~ for both- rcsuIt
m ~etail price~ for bc~r ~ud wine that are higher.than they weald b¢ in the absence Of
these polioieo.       " "           .

12. -Th.e higher alcoholic beverage prices that result from the~e policies areeffective in
.. reducing alcohol us0, including heavy and excessive drinking, among addts in"

Washington. Drinking krnong youth, who are at relatively high risk for alcohoi-rdat~l
. consequences, is particularly responsive to alcoholic beverage prices. Comromo]y, the

: i~reduetions in the pricesof alcoholic bevcrago~
- that would re~lt l~om the dimination of¯ these peltries would l~ad to-increased .drinking, including undea’ago drinking;in

= :~¢ashington.

traffic orashes, violence,liver oin~osis, a number ef cancers, end more. As a resuR, the
.. ¢c, onomie .costs of alcohol abed are sabslaatial. Higher itlcoholio bey .erage pri. "ee~

¯      ,-’~,b ,~u~,n,~ m me pnoe~ oralooholie beverages Will lead tom .emas. es re.the health,.so~al and ¢eoao .into consequences of alcohol use and abuse.

’14.-The policies at issue.in this cas~ are one -part of a oomprehensiv¢ set of statutes,
regulations, and programmatic activities employed in Washington to redi~c¢ excessive
drinking.and its consequences. Together, these polioies have been effective in promoting

. moderate drinking and in reducing theconsequences of alcohol ~0 and abuse in
Washiagton.               -

15.Analyses of changes in policies similar to Out a subset of) those at issue in thiS ~ase ~at
took place in Nebraska mid Delaware indieatb that the removal of q~iatity discount"bans
(in both states) and price po~ting (i~ Nebraska) led to significant increases in alcohol
c̄onsumption in botli sta~es. The impact of eliminating the Washington policies at issue
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0n alcohol       ¯.... ~pti.o.n in W~shington would almost certainly be l~ger than the
observed effects inNebraska and DelaWare given that the Washington lmli~ go beyond
those in the other states.

ĒI~ECT OF POLIClra0~ THI~ ?racEs OF~cOnOLIC

- 16: Sov~fl pro~om of Was~on’s laws md ~ations applMng to be~ ~d ~e ~e at
isle M ~s ~se. ~e ~ei~ ~elud~ proMbifions on ~e pmfision ofq~fity
dis~, ~, rebate, s~al s~o~ ~d more by ds~buto~ to retail~ ~afl~
refe~ ~o.g~y ~~e"q~fi~ dis~i P~ifiom’3; ~~ ~at~e pfi~

~t ~ ~d ~o ~butom.~0~ ~o ~ ~ ~oy e~ge r~ for ~
produ~ ~ ~6 W=~g~ S~io H~or Con~ol Bo~ ~SL~) (wM~ ~e ~
~ ~ a wS~w~nito) ~d"hold’.~o pfl~ for one mon~ ~~ ref~M to

17. ~e ~lia~ havob~ adoptd md i~lem~ ~ pm of ~e ’~ fi~ -

~-~. ~fion~ 1933 or ~ ..... ~ - ~. ~ - -~~t to me. For ~--~r,~, -~ o~me.~ ~ m~o "    "
66.28.180) d~~e~t~t of~o~e. . ¯      g . p     m ~

This soetion is enaelcd, p~aaaat to the authority of ti~is statelunder -
the t~. enty-fa-st amendmentto tho United.Statos Constitution ~o
p .r~aaoto.the piablic’s i~t~est in fostering t~e 6rderly and
r~ponsible .distribution of malt beverago~ ~lntl wine toward~
effoetiVe oon!x’ol of e, ot~maption; to promot~ the fair. au~l ~fti~ient
threo-tier system ofdisinqmti0n of such bev.er’ages; and io eonftrm.
existing b0bx.d rde~ as tho elea~ expression 0fStat¢ polioy to
regulato the manner of selling ~nd pricing o~wine.aad malt
beverag~ by lioonsed s~Ii.ers aad dis~’butors. (RL-W¢ 66.28.18!),
eff.eotivo 1anuary]~ 9;005;.paragraph 1). "

Similar languag~ is eontalned in other relevant ~tatutes. - "

!8. Th~ 21a amendment gave states the authority to regulate the importation and distribution
¯9f~aleoh0Ho beverages -.within their border~, including the ability to regulate various.

aspoets of sales by distributorsto retailers. Most states, including Washington, have had
some form of this system ~ place since.the 1930s. A reeen! Supreme court decisioncon?firms this authori.t3r, writing forthe majority’ ./ustioo Kennedy states:

4
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contro~ over wnemer to permit importation Or sal~-~offiq~or and
how to structure the liquor distfibuli0n System.* M~utcal, s~pra, at
110. A State which chooses to ban the ~ale and.eomumptlon of

".aleph01 altogether could barits importation; and, as our history
sho.ws, it would haveto .do so to make its laws effective. States
maY also asstuno direct ~o.atrol Of liquor distribution through state-

. run outlets or funnel sales through the lhree-tier w!~tem. We have
previously recognized that the three-lier s3~stg~n itself is

.que~t!onably legitimate. North Dakota v. United 8tares, 495
: U, S., at 432, See alsoid., at 447 (Scalia, J., eonetm~g in

judgment) (’qlae Twenty-first Amendment ... emp0w~,rs N0rlh
Dakola to ioqaire that all liquor sold for use in th~ State I~

..    " purchased. from a-licensed in-state -whol~alo~"J; (Granholm
...~ Heard 03-11.6, Slip~ pages.25-26; available on-lin~ a~ ~.

’ ~ http:l/www. I aw-indiana.odu/webinit/tan~rd~fflne/i oplnion.pdf)

19. Eeon0m~¢ theoryfitdieat~ that th~ provi~-ions at issue in this ease wt21 resu!i in higher
- relail prices, for beer andwine than would exist in the absence ofthese provisions.

20.

charge distn~outors. The required maflmp~ Wboth produeersand distributors Will re~lt

.’l’ho t::olieie~, prohibiting quantity diseo~nt~ and the provision ofgi~s, rebates,
. service, and more will e~ure that distributors charge all retailei-~ the s~am~ prices for be~r.and wine, regardless of the si~e,. Ioeatiort, or other daaraot6risties of the retailer, and will
~ resultin .higher prices than would exist in the absence Ofthe~e l~.lioies. Qamtity
¯ discounts are me.st likely to be taken advantage of by large retail~, wJ~o sell in-greater ¯
volume and who, because of their size, are in a betty-bargaining Positioa to obtain lower
’l~iees from distributors.. Retailers. w/~ purdaasbbeer and wine at lower eo~t be6aus~ of-

¯ quantity discounls wi. "11 alrao~t bertainIy pass their cost 3avings along-to conmmeas in
. ~he form of lower.retail pric~es for beer and vtkie. Thus, the WashingtonpoHeieg

~ prolfibiting quantity, discotmts Will t’e~t, t in higher ~taf! prices for beer and Wino~

2L A.poli~y .nxluifing distn’butors to s~ the prices they daarge retailers for be~r ~nd w~" ’ at

... least tenpercent above ~heir cost of.obtaining the~eproduots will ~is~ retailers’ ~ for- be~r and Wine,. In the abe. race Of this policy, at.least some disln’butors wo~Id be likely.to
. .co~egn thebasis Of price and would charge retailers prices that-are le~s thin ten
1~ .eye. t above their..cos~ ~ ton pereeat minhnum markup is-on top of the ten l~r~nt
mmtmum marlmp above prod .u~ion eos~s that beer and winoproducem are required to

-an rotailem.facing higher costs. Theretailei-3, higher costs for beer and wine will ~e
.Passed along to consumer~" -- in the form of higher retail prices for bee~ and wine.

. 22~ The ’post and.hold’ provisions are important elements 0f.Wa,shingtbn’s three-tier system.
¯ " ..~peeifically, these p~’ovisions allow for ~e relatively straightforward implementation and¯ ......,.~o,:rrOena~e?,t- o~.e ~r_.o~,bitior~ on quantity dis~ounts and the minimum markup .

¯~m . . ms. I ms pOS[ eompon~i ofth~ sys~emallows.the W~C]3 to re.a~
oos e the pnc . that ehar g rot ilors a , "wine, ena i ng

5
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.to easily determine whether-or not distributo~ are complying withthe quan.fily diseomat
ban.arid markup r&luirement. In additi~n,~"hold, component of the system pin"bits
distributors from changing prices frequently, ensuring thatall relatl~as pay thesame

prices for beer and ~ine during the "hold’ period.

By simplifying implementation and enforcerfi-ent of the quantity discount ban and
¯mmtmum.. m~’k-up requirements and prohibiting price chang~ for the specified period of
time., Washington’s ’post and hold’ system results in higher and more stable distn’butors’
prioe~ for boer and wine than would be the case in the absence of these Provisions, As a
.m~ult, the higher costs ofbeer and wine ~o ~etailers .wilfresult in higher retailpriee~ for
~flaese products.

23,As deaeribed in its Augu"st 29, 2003-1etter to the Washington Attorney General’s
an~ its subs.eque.n.t complaint,tho I’lai~tiff clearly recognize, that the polieiea at issue in
~ ease,.individu~lly and in combination, result in at leastsome retailers; including
~osteo, paying distributors higher pri.ees for b~ mad wino than they would in the
abnenee of the poli~ies and, c6nsequenfly, in Idgher retail.lxices for boerand Wine. For
9x .ampl0, ~s stated in its. complaint, ".’~steo seek~ to create lower priee~ and greater.
ChOices for Washington eonsm~er~," g~ing on to I~ote:

Ware, home dubs and retailers would lower their costs and thus:
offer better prices trod selection to comumer~ ifpermitt.ed tO
negotiat~ discounts based.on their-eftieient buying oaid.distn’butio~
practices and good credit, to buy dtmefly ~tn a!l wiiaerie~ and

fbrewera wh~’o that make~ economic seine, and. to mlpply their
stores fl~ow, h their ow~ .di~tribution.syst.ems. .

¯ ~" Similarly,.in its t .ett~, Plaintiff ~tateo:

A!~sellt the bchallel~g, ed regulations, Costeo world l~t "eeo~s~ily

exp .e~t. inthe near term to be abl~ to secure all the effieienei~s from
.... sdlers, but would ~elezs..expect to be able quicklyto show

its membors.-greatervalu0s than aohievabl~ reader th~ present
. .system, Imleod,.¢ostoo Warehouses in Califomi.a, whioh has
restrietiS, o liquor distn~oulion regulations, "are ah.le to ~ell many
itmns.to m~tibers at prices bolowthose-in Whshington. For
©xample, Meet Dora l~erignonohampagno, of which Costeo.sells
morn thanany other retailer in the court .tOt, Keith.Na~ghton and "
T, tra Wdngart~m, OUt of the Box Thinking, NEWSWEEK, May 12,
2003 at 40, reeemtly cost~onsumer~ overS5 more per bottle in
Washitigtoa than in California

nsmngton ~s rouna On the Costeo web-site (accessed 5/30/2005):
.http:/I-www. .costco.comlCommordCategoryMain.a~px?cat=3605"
Consumers in alimited numberofstate~ (CA,./D, IL, NM, OR,-WA, and
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¯ WV) ~ purchas~ wine on-line from Co~tco. (~nsum~rs in
~t~ but W~on fa~ One S~ of pd~for ~ N~U~

~ 5/30/05, o~y two of the wine pr~uc~ ~at were av~abt~ to
~ns~s ~ o~er stat~ w~ available to-W~Mn~on ~o~: a 12
bo~e ~e of Col~bia C~st ~d ~to M~loL 2001, md s~#o
bo~ of Dora Pofi~on B~ :~pa~o, 1996, ~o pfi~ for ~o ~so of
M~Iot w~.$104.99 for ~m~em in W~o~~ to a price of
$84.99 for combers in oth~..statos, a diff~oa~ of $20.00 per ~o (wall
. a~vo ~o a~roximat~ly $2.40 ~ff~ b~ ~o ~

o~or s~t~). -Simfl~y~ ~o pfi~ for ~o ~o of ~Pa~o
$108.99 for ~~s ~ W~n~og ~m~ ~ a pfi~ of $98.99 ~r "

..: EFFEG-~F OF ALCOIiOLIGBI~VER~OES rRICF~_.Oi, q ALCOHOL USF,

9-24. ~,conomists and ethic re~earoh~s~rs have c~ndaoted numcro~s.studie, s over the past tw.enty-

artery o~oconometrio and other statistical moth@ to aggregate
: .and individual levd data from U8 stat~s, the U$ as a Whole, many other coahtries,

’ other geographiciinits, " -¯ - . This-body ofr.escarch clvarly dcmdnstrat~ that inorcases in the
"lwlces of alcoholio bo~rerag~ lead to signifiotmt r~u~on~ in alcoholuso, whil~

-.r~duotions in alcohol 1~io¢s ~lto inorea~od drinking. Important critical reviews of this
rosoarcliinclude:                -       -. -

- ¯ Glmpter 9 ofBao .kground Papers, " -’~t’he Eft’eO, s ofPricoon Alc~hoIUse,-Ah~se,, aad
Their C6m. ¢qucac, es,’: in.: lqational R.~oaroh Goutioil and.Institute
~qeducing O’nde. ragd Drinlclng:.4 ColI~tire Responsib~ityo Backgr~d

... (. W .aahington, DC: The National Aoademios Press, 2004 (available ondino at:

~..!t~.:/~www.nap.odu/bool~0309089352ihtml/541.fitml)..... .¯ C, halouplca, M. Orossmau,. and ILl. 8affor~ "The.Effeots of Pfi~o on Alcdhol
C̄onsumptibn and Alcohol-Related Problems," ,4Ieohol R~areh &.r-~ealtho 2002

.(available on-linear http’2/www.nia,4a.m’h.govfpublications/arh26.1/22.34.htm). -
¯ C’naptor6,"Economio and Hcalth$orvio¢~ P.orspooti,cos,, of~ U.&Department of

H .~lt~ and Human 8~rvices. 1~ 3pecial Relx~rt to the U.~. Congress on Alcohol and
Health: I-~ighlight~ from Current R~earch from.the 3eeretary of tIealth.and
getwtces, Bethosda MD: IJ.S. DepartmentofHe.alth and H~man S~rio~, Public

" Health $er~�o, National Institutes of Health, lqafional Instltut~ on Alcohol Abuso and
..Alcoholism, 2000 (availableoa-line at                     " "

: ~.niaaa.nih. ~ov~~ns/l 0r~port/chap06~!~;
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* . P.J. Cook andM.J. Moore, ’.’Alcohol" in The Handbook of Health l~conomics, edited
by A.J. Culyer and LP. lqewhouse, New York: Elsevier Science B.V,, 2000 (also
published as National Bureau of Eeonomio Research Working Paper Number
~nu. ary 1999, available ati http_ ://wwwmber:org);              -

¯ Chapter 5, of G. Edward~, et ill., AlcoholPolicy and the Public Good, Oxford
.University Press,. 1994; and

¯ S.F, Leung and C.E. Phelps, ~’My Kingdom for a Drink .....
? A Reviewof Estimates: ,of the Price Sensitivity of Demand for Alcoholic Beverages," in Economics andthe¯

. Prevention of Alcohol-Related Problems, lqiational Institute on Alcohol Abase and
.- AlcoholismReseareh Monograph- 25, U.S. D~artnient of Health and.Human

25~ Thiz research confirms one of the most fundamental laws of-economies - that of the
-downward slophag ddmand curve, which states that as the price of a_product rises, the
.quantity demanded of that product falls dnd that asthe price of a product falls, the    ¯
-quantity- demanded of that product rises. With respect to alcohol use,-the reduction in.the
qu .antity demanded following a price increase is the result ofineressed cessation am6ng
.camcent drLakers, reduoed initiation among potential drinkers, redueedrelapse among .

.. - former drinkers, reduetiotis in thefr’equeney ofdritdfing by:continuing drinkers; a~d-reductions .in the number of drinks consumed in a typical drinkiiag oeeasi0n by contin’aittg
drink, era; Ttie first.three of these 0neroased c.~safion, reduced initiation, and reduced "
relapse) result in. a reduction in the n .~mber of driak~a,s~ or drinking pi-evaleace, The
combination of redue~x~-drinking l~rev_ alenco and reduced alc~ohol consmnption among

continuing drip. ei-~. loa..ds~o, overall r~xluetions in alcohol consumption.

- ¯ raise the price of alcoholic b~verages .(nee, fox- example: FJ~ Chaloupl~, ’"llae Effeotsof
.Prideon Ai~ho! Use, Abuse, and Th~qr Consequences," 2004, cited above; and ILD.
. Holder, AIcbhO! and th. ~.mm~,n!~v:.A ~atert~ A~proact~.. to -PrevenO’on, Cambridge

" Vnlversity ~’reas, 1998).
distn~o .ution

J n .~s~ memae e~ements of the thrt~-tler system-that affectthe
of alco.hgli_o beverages, suoh as ~he Wash~on state polioioa ati~su~.in this

.oaa~ that l~rohibit theprovi~ion "
~roqui~e of quantity and other discounts by distributors to retailers,.
. distn"outorsto oharge retail." ers prices at least tea l~r, eat above their costs,
beer and win~.d~stn’butors to ’post’ their prioes and ihold’ those prices, an~l impose other"
�omtraints. Likewise, states hav~ adopted odaer 1~." licies, Usually as part of their th~lier

¯ .systems regulating th~ distribtCtion of alcoholic beverages, that result :in highoralcoholio
bevexages l~ees andthat are not-at issue in this ease, including monopoly oontrol over
parts of the wholesale and/0r r~tail alcoholle be’cerage distribution systerh; exolusive
-territory provisions, limits on ou .tlet density, and limits on.price advertising and p01i~’ios
’.that raise the o~.~ta of selling alcoholic beverages (~ueh as higher fees for lioense~ to~.
distribute or¯sell alcoholi~ beverages). In addition, nearly all s~tes imp0se excise taxes
on all aleoholio beverages, while-many states restriot p~oe promotions such as ’happy
hour’_dis.counts and the sale of-beer by the pitcher. Many ¢conomi~ studies of the demand
for alcohol :employ direct meas~e~ of alcoholic bever~ige priee~ that i:eflo~ the
combination 9fthe~o p¢licies on bder~-wine and spirits.prico~; others use measures of
alcoholic beverage excise taxes as proxies for alo.oholie beverage prices.
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States h~ivo reed a wide variety of different combinati6ns of these p~lici~s ov~r time,
with the parti~ul~ s~t ol~polMes a given state employs at a particular timeresuiting from
a combination of historical, economic, s0oial, and political factors. While sore0 policies
may seem to more dirtily raise price’s (e~g. increases in excise taxes on alcoholic
beverages) than others (such as the set of policies at issue in this e~so), relying ~oMy on

me university ofMitmesota ~ Alcohol Epidemiology Program (Alcohol
Epidemiology Program, XlcohoIPolici~ in the United :ttatea: Highl~gfit~ from the. 50
.~tate~, Minneapolis, Univ~sity ~fMinnesota, 2000; avaihble on-line at:.
http://www.imp a~tem.olg4’generalarea PDy~tAleohblV~20PoF~cies%20in%20tho%20U~[
~, there has boon a g~ncral erosion (often substantial) in most state beer,
wine, and distilled .spirits excise’tax rates from the late 1960s through 2000. The erosion
in the inflation adjusted value of those taxes, along with similar erosion in the -¢alue of
¯ federal alcoholic boverago excise taxes, has contn’buted t0 a genc’raldedine in inflation
adjusted prices for alcohollo beverages (ice F.J. Chalo~pka, ’q’he Effects"6fPriee on
Alcohol Use, Abuse, and Theii Consequences,’; 2004.~ited above, for a more detailed
discussion).. This results from the fact that mo~t alcoholl¢ beverage oxoiso tax¢~ arc
.Sl~c tgx. es that need to be increased regularly t9 keep pace With inflation and the ot~vn
strong industry and voter opposition to tax ~. In center, poli~ies like       .
Washington’s that roquko minimum IXOduocr and distributor marl~s will trod ~to result
in prices that rise with inflation over time.             "     "

¯ 27..Economists ~so the terra ’ix, i~e dastMty of demand"to des~,ibe the ehang~ in the
¯ quantity demanded that iesults fi~om an increase in price. Formally, tbe price el~tioity of
¯ ..alc0hol demand is defined a~ the l~Oroe~tago.ohartgo in the qxlan~ity of alcohol consumed
resulting from a one pereen~.-incr~ase in aleoholi~bevemge prices. The 1993
Phelps review of the litoratme oite~l above Stippoxted price elasticity estimates of-02 for
beer, -1.0 for wine,~and-l.5 for distilled spirits, meaning ~hat. atm l~a-o~t increase in
the price of all alcoholi~ lmverage~ would reduce boer consumption by [bite

’wine ~consumpf!’on by t~ percent, and dimilled spirits consumption by fifteen poree~L
More roc.ettt studies have confimacd the price resl~mlven’ess of alcoholic b~.verag~ (~,p. ¯ "
Nelson/"BroadcaSt AdvettLsing and the U.8. Demand for Alcoholic Beverage,,
Economicdournal, 1999; LP. Nelson, "Economic and Demographic Factors in U.8.
Alcohol Demand: A Growth Aeeoxmting A~alysis, ~-~o~r/cal Economiea, 1997; D.S. ¯ .
Kenke!, "New .Estimates of the Optimal Tax on Alcohol, Economic ~nquiry, 1996; W.G.

-Matming, L. Blumberg and L.H. Moulion,-’q~h.e Demand for Alcohol:Tho Differential
Response to Pile, o," Journcaofj~Iealt~ Eeonorafea, 1995; andD.B, Kenkel, ~’Dfinking,
Driving and Deterrence: The Effeotiven~ and Social Costs of Alternafivo PolicieS,"

. JournalofLaw a~.d ~.eono.miea, 1993). Nelson’s !997 study (oRedabov¢) .es.tiinates that ¯
the overall price elasticity oi’demand for alcohol is -0.52. As ~otedabmte, the reduetiom
inoverall alcohol consumption iesulting from higher alcoholic bevemgo prices arc the
result ofreduc,dons in the number of drinkers (reduced drinking pro3,alen~e) mid
reductions in drinking frequency ~nd the number of’drinks comumed when drinking
among c0n. tinuing drink, s.
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.. The price diffsrences described above (in paragraph 22), .in. combination with these
.elasticity estimates, provide some indication of the rcdu~ti0nsinalcohol consumption
that result from the set-ofpoli~ics ~mployed in Washin. gton. l~or the two pioduots
:described above, the_ differences in pric~ beawcen Washington and several other states
range from just over 10 percent (for the champagne) to over 23.5 percent (for the Merlot).
To the extent that this range leflects the difforencm in other product price~, this gtlgg~ts
that overall alcohol consumption in Washington is bctwd~l 5and 12 percentlower than it

~ would be~in.the absence of these policies. -Whil~part~ofthis difference re~fl~ from .
differences in .excise tax rat~ between Washington and other Mates, much of it
from the differences in plice* accounted .for by. other policies:

BecaUse.of the addietiw nature of alcohol use, for at least Some drinkers, the impact Of
sustained inflation adjusted increases in alcoholic b~arerag~ prices_will grow Over ti~e.
-_.Studios that account forthe addictive nature of alcohol demand conclude that the long run

¯ impact of alcoholio beverageprico in~ca.sos is larger than the short tun
~- Orossman andcolleagues (M. (}rossman, F..J. Cha~oupka and i. Sirtalan, An Empirical

Analysis of Alcohol Addition: Results from.the Monitoring the Future Pan’is,"
~-Eeonom~e Inquiry 1998)~ ~r example, estimated an average price eI~ti.ci~of.alc~hol
demand of-0.29 for young adults in modelsthat ignored the addictiw nature of alcohol
-use. In models that accounted ~or ~ddiction, they estimated an avcrag¢.long-nm price
.elastici.tf. Of alcohol demand of-0:65, about 60 pcrcen{ higher than their estimate of the

-.:~hort-run elasticity (whiCh was, in tmn, alm0~t 40 porvent highe# than.the average
~timato from.thb nonLad~i~ivc models). "            -.

29. Alcohol Use among youth is ~o locus of much of the economotri~ research on alcohol’
- :consumption given the relatively high consequences of Underage and young adult

ddnldng..C, ok and Moore (2000;cited above), fdr¢xample, descn’be three re~ons fo~
¯ wliy-young.people are ofpmtioalar concern: alebhol involvement in tr~fficcrashe~ and -
other alcohol-related violence iS- .lz~,h among youth (reIative.Gotder pe~_ons); bemuse of
th~ addictive or habit forming n .ature of alcohol use,dfinki~ among teem can lead to
long.~nn l~avier .dfinking~ .and drinking during the Uansi~ion f, dm a~lole~nce to

¯ .o~,,,,~ ,,umvn eapttat aecum., ulation thm can .have negative Io~g-term .
~ cotmequences..

30. Several empirical studies of youth drinldag l~vide ~widonc, consistent with that

" d~vt~’bed above for.overall alcohol use (s~o the review by M. Orossman, FJ._Chaloul~l~
I’t. Saffer, and A. Laixuthai, "Effects of Alcohol Price Policy on Youth: A Summary of "

- " Evonomi¢ Research," dourna~of]ieaeareh onAdoleacene~ |994~ fo~.cxampl¢). #Ls
discussed by Gro~aan and his co]leagnes~ these.studies generally find that ¯higt~er ’.

alcoholic beverage prices load to larger reductions in drinking among more fi~quent or
~̄heavier .drinkers thanamong in~equent or lighter drinkvis. Conversely, reduction~ in
alcoholic beverage prices will lead to disproportionate invroascs in m~)rd frequent end
heavier drinldng among youths~ A recent study by~Grossma~ (M, Grossman, "Individual

. Behaviors and Substance Use: The Role of Price," National Bureau of Economic
-̄ Research Wolking Papel- l~urnber 10948, 2004; available on-line at:. www.nb~.org)
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confirms tho finding that !i~avy driaking by yoath is quite rospo .naivete pfi¢O. Based 0n
tim9 s.odos data on drin~g provalon.c~ and the prevalence of bingo dfinldng among high
sohoo! seniors.from I975 through 2003, Grossman ~stimates that an incroas~ in alcoholio
bovorago pd~cs would reduce the prevaI~c~ of binge drinkiz~g in thepast two weeEs 8y
~ much as 4.6 times as mu~ch as it would reduce past year.drinking prevalence (his
estimated pric~ dasticity of past year drinking prevalencois between 20.43 and
while his estimated price elasticity for tlie prevalence of binge drinking in the past two

-.weeks is,b. etween -0.93 and -1.98). Similarly,,,a, recent studyby Kou and colleagues (M.
- ~-uo, I-L woehsler, P. Greenberg, and H. Lee, The Marketing of Alcohol to College
Students: The Role of Low Prices and 8peoiaiProm0fiom;" Amerfcan Journal of

. PreventlveMediclne, 2003; available on-line at: " "                  "
.-http://wwwaaspti,har~artl.edu/eas/Doeuments/marketin Ealcohol/Al~holP~oiaofion.a~:
finds that low prices and a variety of price-promotions fo~ alcoholic beverage~ lead. ~to
signifieaat~increas~s in drinking and.bitige drinking among ~611ego students.- ¯

- . , xcr COaOL c i’iUC S ore tax coNsEQ .vXr cgs
.. A CoaOL.trS ,

31- A1 .e0hOl .me ~ud.abus.~ re, sad~ in a nmaber ofhealthana social consequences, including:.
" lraffio crashes and other accident; violence; and. liver cirrhosis, and. o.therli.ver disea~, a

~renuon, ~0rexampl¢, estimated that over 75i000 deaths in th~ United.Btates iu 2001
. wore oatm.ed by excessive alcoliol consumption, fesuli~ng in the loss of nearly 2.3 million
~ years ofpot .ential life -- about 30 years lost ~ alcohol attn~o{aable deatk (Centers for
Disease Control a.ud Prevention, "Aloohol-AttfibutableDeaths-and Years of Potential
:Life Lost- United 8tales,.2001," Morbidity and Mortality.Ig.edMy.Rdport, 2004).,
Applying the same methodology ~o Washingtonstate, CDC estimates.that 1,634 deaths
.aecouating for 45,563 ygars of potential life lost were .a~tn’butablo to. excessive.alcohol
Use in 2001 (hftP’-llapps.necd.cA~.gov/ardVH~mepago.~spx).

32. The impadt ofalcoh01" oomsmnt~tion on health is complex. 8omo recent studio, fred

.. positive . .e4trdiovaa .o~lar htal~ effeets.(sub_h as reduced risk of coronary heart disease) for
!ow and rood.orate ddnliing..Rowover, tho.n~gat.i.:vo.health’consequen~es ofalodaol use .
(particularly heavy meg.lnctuding cardiovascular diseases, liver oirihosis, and meets
have beenwell established formanyyears. In addition, numerous stadies hav~
demonstrated _the negative impact bn fold development of alcohol me by ixognant .¯
wome~ Reeeat thorough teviewk ot~these studie~ are contained in t2hapt~,~ 1, 2, 4 arid 5
of the !~ special Repon to the U~S: Congresa On Alc~hol.and Health (cited above), and
Chapters I tlaib~gh 10 ofRecent De~elopments in Alcoholism: Folunie 14, The - . "
Consequences of Aleoh~llsm - Medieal, Neuropaychiatric, Economic, Cross-Cultural

¯ . (edited by Marc-.Galantor, published lby Plenum Pre~s, 1998). CDC’s roost estimates :for.
2001 (cited ab0vd) indioato that nearly half of all deaths from excessive alcohol use result
fr0.m ohro.nio h~dth conditions, including llv~ disease, aleohol-attnqmtablo oaneer~," "
cardiovascular diseases, and others; just over half of alcohol attribut~bl6 death~ in
Washington are from these conditions:             :            "
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33. In addition, a variety of ~oeial problem~ have been assoeiatexi with alcohol problems, -
including traffic crashes, oth~r a~cidents; and violmee. Ma~y studies have.demonstrated
the-impact of alcoliol use in incrvashqg the ri~ks of injur~ or death in traffic crashes, falls
arid flres,-and other accidents. The pattern of drinking is particularly important in
explaining this risk, withbinge drinking clearly leading to significantly increased risks.
Similarly, research demonstrates that alcohbl use interacts with personality characteristics
and other factors to increase the risk of violence and othe~" agg~. essive behavior. More
recent research also suggests that alcohol use into’eases the potential for victimization.
from Violence and r~ises the risk of aeq.uiring a sexually transmitted disease. Bee "
Chapters 1, 4, and 7 ofthe 10th ~ ecial~ ...... " ,,"          "’P~    ,,el~or~ ~o me ~So Congrez$ on Alcohol and

- Health (cited above) for detailed-discussionsof th~se literatt~res. CDC’s recent estimates
for 200I (cited above) indicate that over half of all deathsfrom exdessive alcohol use

r,~s~_.~f~_o__m, ~.t~, c .c, ra.s,h.es and otheraeeidents, homicide and suicide, and other acute "conmuons, ts-aven me alspropo~ionate involvement of youth in these do~ths, they account
for over sixty percent of alcohol-atlribulable years, ofpote~, flatlife lost in Washington,

als~ has a negative ffapad on the accumulation 6fhuman capital (education, for example)¯ .and on labor productivity (Cook and Nloore, cited above; J. Mullahy and J.L. Sindelar "

’35;The health, social, and Pr~lu~ivi~ �0nsequence~ ofalcohol u~e ~nd abus~ ~ei~ult in .
.. ~ub.stantial econ0nnc costs from alcohol abuse. Several studies over the:pa~t two decades

.haveestimated the cos.t~ of .alcohol abuse, ineludii~g the health care costs’, productivity
~ ;-losse~,.costs a,gsociat _ed With a6cidcnts and violence,-aud others (see ~na~ler 6 ofthe 10a~".

5"pacial R.eport to the U.8. Congr~s on Alcohol and Health for a review ofthe~e studies)..The most recent comprehellsive study estimated the Overall economic co~ of alcohol -
abuse in the/J.S, at$148 billion in 1992 (HJ. Hanvood,D. Fbuntaln, and 13. Livetmor¢~
.~Ecg. nomiq Costs Of Alcohol Abuse and Alcoholism;" Chapter i lin Galanter, ed, cited-

~ above). AnUpdate of these estimates based on population growth.and inflation puts these
costs at $184.6 billion in 1998 (I-L Harwood,.~.l~tating Estimates. of the Economic Cost~
of Alcoh.ol Abuse in the United State~:- ~K~timate~; ~rtxlate Me~ods, and ~. ata, prepared
by.the Lewin Group
availabl~ on-.line for thc National Institute.on Alcohol Abuse and Alcoholismi 2.000; "

. . at: hRp:/lwwW.niaaa..nikgov/pubii.qationsleeo~aOmic,20000.-Assunfing
costs have increased proportionall~ with inflation and population growth- since 1998,~. ~an-ont ¢eqnornic ~osts from alcohol abuse are apprgaching onegquarler of a.tdllion

36. The findings described abo~ce- that public policies that resulf in higher alcoholic
boverag0 prices, such as the Washington Petioles at issue in this, oasg lead to reAuc;ed "

-̄-~ -,-~ ma.~ mgner aicol~oltc oeverago prices will.lead 1o.
.signifieant rdduofions in the consequences of alcohol use and abuse. A largo and growing.
numberofstudies from economists and. others gefieraily support this-conclusion. See

. Chaloupka, 2004 (cited above), Chapter 6 bfthe 10~ SpeeialReport to the U.S. Congress
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on Alcohol and H.eatth(cit~dabove), p.J. Cook.ahd M.L Moore (cited above) arid FJ.
Chaloupka, Mi Grossman, and H. Saffer, (1998 and 2002, ~ited above), for re, ent-

. revieWs of these studios                                   -.

37.Muoh~ofth~ research on the impact of alool~olic bc~cerage prices on eonsequene_ea, of
alcohol Me has examined the impact on drinking and driving behavior. Many oftheao
~tudio~ 0stimato that a ten p~rcent in~re¢~o in the price of alcoholic beverages will result
in a 5-10 percent rexluetion in overall motor-vehicle fatalities, with even larger percentage

. leducf!’on~"m fatality ra.to~ that r~il~t.greater levels of alter61 involvement. F2timates
from studie~ of youth motor ~ehiCle accident fatalitie0 i~ply even larger effects; the~e
~tudi~s predict that a ion pet _e, entinerea~e in ~ri¢~ willredue~ 3i0uth fatalities by betwem
7̄ ~d 17.ptae.~nL..I~ eontra~t, the findings from these studies indicate that reduotiom in
al~holic bcverageprices would lead to increase~ in alcohol:relat~A motor vehicle

acMdent fatalities, with a relatively larger impact on youth fatalities. Thee finding~ are
m*pl~.rted by.recen~ studios ba~ed on ~rvey data that conclude ~hat higher alcoholic.
~everage prices reduce the .l~equeney o:fdrinklng and .~iving, with relatively larger
effects among young i~_son~. See FJ. Chaloupka, M. Gro~man, and H. Saffer (19Y[~,
~ited above) for a-review of th~se studies.

$g.:~imilarly, s~weral econometric ~,di~ have examined the impact.ofal~ohofic bo~rea~ge
-:.price~ on ~ ~’h-rhosis death rotes, Other. alcohol-related .diseases, and other ae.eident*
¯ related to alcohol. In gen .eval, these studios conclutlo that higher alcoholicbever~go

,:.-:mjune~ reciting, f~om alcohol x~sc andabuse (see Chaloupk~, Grossman, and Saffer
¯. ~(1998, cited above)for a review of ~e studie~). For examplg ~ook and Taueh~n (Pj.
.",-.;-~ook and G. Tauchel~ "The Effect of Liquor Taxes on Hea~, Drinking:’ Beltdournal of

Economics, 1982) _find thai higher di~ed spirifs taxes w~uld reduc~ liver eirrhosi~ death
rate~ by at-least as much a~ ~hey would reduce bvelall distilled ~it~ c0nmanl~tion.
Sloan and c011eaguos (F.A:.S~an, B.A. ~,eilly,_and C. S~heamler, ’~EtTec~s of PIicos, Civil-
and Ckimi~ al S~O:io.ns, and Law Enforcement on AIcoh01-Related M~Itality," ~lotwnal of
.Studiea ’on Alcol~ol~ 1994) ~md that higlier M~hol prices would reduce deaths fi’om. :
suicldd. Ohsfeldt and Merriest,) (R.L Oh~frldt and MA. Moxdssey; -"Beer Tax~,,

.Woikex~’.Compon~tion, and Indm-Uial In~ " " . " . "~ury, J~ev~ew of~,conomica and
! 997) eon¢lud~ that-higher bc~r ta~es result in.fewer woflcplaoo accidents. Mo~o ree~nt "
~di~s by .C’h~son.and cOlleagues (H. Chesson, P.Harrison,.~md W J,

¯Under the Influence: TheEffect of Alcohol Po!icy.on Sexually Transmitted Dis~msO
I~ate~.in the U,32," Journal Of ~_aw and_EconomWa, 2000) and Grossman and ~oll6ague~ .
(M. Grossman, R. Kaeatner, and S. Markowitz, "An Investigation of the Effect, Of
Alcohol Policies on Youth S.TDs," National Bureau of Economic Research Working
Paper iXh~mb~ 10949, 200~) have similarly found that hlghe~ alcohOlic b.~vorago price~

_ reduce sexually transmitted disease rates, ingluding gonorrhea, syphilisi and,
HIV/AIDS rates.                                    -

39. growing number ofstudie~ have examined the ~ff~t~of alcoholic b~erage prie~ on
ViolenCe and crime, ~tudi~ using State-level data~on homicide, and other violent crime
rate.s Conclude.that higher alcoholic beverago prices ~’ignifieant!y redueo these.crimes; For
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exampl.e, Cook and Moore (Pj. Cook and MJ. " o " "’ " " " : "¯ M ore, Econonn~Perspectivooon
Reducing Alcohol-l~�latod Violence," in’Alcohol and Interpemonal ViolenceJ Fostering
MuRidiaciplinary P_erspi~ctives, 1993) find that higher beer taxes lead to significant.
~¢ducfions.in rape and robbery rates, while glean.and colleagues (cited above) con~lud~
that higher alcoholic beverage pri~ds result in lower homicide rateL More rec~at studies
led by. Markowit2 based on survey data .conclude that higher alcoholic beverage prices
lead to less familyviolence, including spouse and child abuse (8. Markowitz, ~’The Price
o.f Alcohol, Wife Abuse, and Husband. Able," Southern Economic 9"ournal~ 2000; and S.
.Markowit2 and M. Grossman, ’qFhe Effects of B~er Taxes On Physical Child Abuse,"
Journal of Health Economics, 2000). Likewiso, (Trrossma~ at~d Markowilz 0VI. .
Omssman and S. Markowitz, "Alcohol Regulation andViolence on C011eg~ Campuses,"

.. .in Economle Analm of Subatance Use and Abu~e: Tlte Experience of i~evelopdd.
¯ . " Countriea and I2ssonsfor Developing Countrie~: 2001) find that high. ~ alcoholic

-̄ beverage prices reduce ~ol6ace and delinquency among college students:in contrast, the
findings from these studies indicate tha~ reductions in alc~h0Iie beverage prices wouM
resalt in increased crim~ and vlolenee.      "

40; 8".t!nilarly, a growing number of economic studies hav~_fo~ed on thv impact of alc~shol
.. use on varibus educationaloutcomes, For example, two ~tediesexahfined tlmimpact of.-

.alcoholic beverage prices on alcohol us~ and edticational attainment.. Yamada atld his.
.’.. . . .~colloaguea. (T. Yamada,.M. I(enix, and T. Yamada, ’q~ho Impactof.Alcohol Consmnption

. and Marijuana Use on High~ School Graduation," Health Ebonomiea, 1996) conolude that
higher .alcoholic beverage prices Would ~igllificatltly illgreas~.tho probability ofhigh

.:.:.~~gr~d. C~oo~.~ ~, ~w~ili.l, e low_er pric~ Woilld reduce the prol~ability o£ gva. aquRion
.... . amany, t~ooKana-moor~ (pj. ~ook andMJ Moore,. ~])rin~z~nv ~M .~,I~M~,~-- "

...:,dourhal ofHeaIth Bconomica, 1993)¯ cofldude tkat high-’er~l-co--~c b~o~v~,r~ge---"’pri’~’~ .
" would sigaifieanfly increa~ the probability of attending and graduating from a fo~r y.ea~

. ..college or umversity. More recently, Willimns and her colloagueo (!- Williams, LJvL
.. Powell, andH. W6chsler, "Does Alcohol Consumption Reduc� Human Capiial

: ..~~mi..’o,n? ~Evid.en.ee from. the .C~)!log~ Alcohol. Study;, App.h-’edF, eonomiez, 2003) .¯ . ma~ mgner oeer taxes and re~rictiotm on alcohbl-reaatedprice promotions (e.g,
-. " happy hour~ and sales ofb¢~ by’tho pitcher) reduce drinking ~nol~.~ collggo st-ddents

¯ .and, com4equ~tly.raise student grade point avea~gos...        ..

¯ " :PROBLEM DRINKING AND ITS.CONSEQUENCES

~. 41. The p01icies.at issue in this case are one component0f abroad and comprohvasive set of
alcohol control statutes, regulations, an~ promafi0 activities thattogether aim to

"̄ reduce excessive drinking.underage drinldng, and their conso~uence,s. This "
comprehensive effort includes:
-, Monopoly control of wholesale and retail salas of distilled spirits f0r.off-promise

consumption, one of ! 8 stat~s With some form of stat¢ ~ontml over Whol0sale and/or
retail sal.es. R~cont empirical eqidence indicates that monopoly controlover spirits
sales leads to significant reductions ha- spirits consumption and in overall alcohol

) : consumption (j.p. Nelson, "Advertising Bans, Monopoly,-and Alcohol Demand:
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T~ting for Substitution Effects Using State.~anel Da~a,~, Review oflndustrial
Organ~ationi 2003. "

.. Relatively high excise taxes on beerand wine. The siate-beer ~ax of$0,261 is nearly
40 percent higher than the median ztatb beer tax, while the state-wine tax of $i.80 per
gallon is.more than i 60 percent higher thanthe median state wi~ tax. As desen’bed
abovg a large a~d growing body of research dearly demonstrates that higher
alcoholic beverage exdise taxes signifioantly reducing drinking, including excessive
. drinking and underage drinking, a,s well-a~ numerous consequences of alcohol use

. and abuse.

. A �oraprohomivo set of state polioios targeting drinking and driving arid enforcement.
l~rograms implementing these policies. In Mothers Agaihzt Drunk Driving’s mostrecent report grading states on their efforts to reduce drinking and driving, ~

Washington was one of only ten states to reb, eiv~ a grade orb or higher for b.oth.~ts
laws targeting drinking.and driving and the state’s law enforcement progr .a~s
.itnplementing those laws (see Mothers Against Drunk Driving, Rating the ~tates:

~,l,.~ taearxy snows mat comprolaenstve and well-etLforeed
~ efforts to ourb drinkihg and dri " .v~ng are ~ighly effective in reducing this consequence
of drinlcJng (see, for example, Ohat~ter 7 of the I0t~ Special Reaoort to ih~
C~ngress. on .Alcohol and H~alth (o~te~l.above) for a discussion of the research
evidence on drtmk dri,rhag laws and their enforcement).
Comt~rehensiv¢ Policies and’eaforc, ement offoxfa to redu~ youth access to aleoholio
..b~. eragos, il~. eluding keg registration; mandatoryserver hain[ng, and regular
compliance eh~.lcs targeting th~ sale of alcoholic beverages, to underage persons..
Businesses eaugtit selling to xm-derago p~rsons face signifieatit peh~Itie~ .including a
.fine 0f$500 or fivo day lieensemmpemi0n for the ~ violation, seven and thirty day-
license suspensions fo~ the ~eeond and third-violations; respectively, aladoanoellafion
of their lioenso for a fourth violation: In.additi6n, the WSLCB regulat!y p~lieiZes ’ "

.the results of compliance oheoEs, identifying businesses that ,¢iolate .th-e state,s. . .-
and commending thosa who do not Sell t~ minors. The empirical evidence

clearly_ indicat~ that ¢ompr~hmsive, well-enforced efforts to reduce yo~ith acce~ to
aleoholie b.evarage, s lead to slgnificant reductiens in underage drinking and- i~.
i;ons~-0CiL Komro and T.I~. Toomey, "Strate~es to Prevent IJnderag~
~’Y Alcohol Ra~earch & Health, 2002 ;availabI¢ 0n-line at:

adoption ofmles allowingth~ implemehtation o~"Alcoh01 im .ct Areas,,
and the ~ubs uent" 1      "-      ...     .          ~:    " (AlAs)eq . m~ ementation ofAIAs m ~everal localities. ALAs allow local

.t,mu~ where mere ts a concentration 6f alcohol-related social problbms
.Actions taken in AlAs include., for example, bans on the sale of low-priced, high
alcohol bontent beer and wino prbduets in- local alcohol outlet~ and increased
enforcement actions. Early research evidence evaluating AIAs.indicates that these
have .been effective m reducing the.consequences of exoessive-drihldng, including
reductions in the ineidenco of alcohol-~elated ~mergenc3i medicaI services and .
alcohol-related police calls (e.g. for public drunkenness), while generally being
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positivdy perceived by local residents (see, for example, J. Tarnai, Evaluation of the
Tadoma, IFashingtor~ Alc6hol Impact Area (AL4), 2003).

42. Takenltogether, W "    ’ " ¯ - " . - ¯. ashington s eomprehen~lve approach to reducing excessive drinking
and its consequences that includes the policies at issue in this casehas been effective in
acliieving this goal. Overall per capita alcohol consumption in Washhgton has been
geneS, ly falling for the past 25 years and is below the national area’age al~d the average
of other states_in the region (see Figure t). Similarly, While overall drinking prevalence.
is somewhat abov~ the median state drinl~ing prevalence/ate (s-e¢ Figure 2), binge
drinking pre~yalenee is- below the medi~rt state binge drinking l~revalenee mte(see Figure.

" ". "’~ =~ xurmer mn,strateam Figures 4 through 6 Fitmm d     "
¯ 1999; Wa~hinetOn_ at "~ ,,~_,,k_ s o,f~.er ea~. lta ~e~h.a~.ol censumption per.drinker in" "~" ~, .~,.-,~ g~tons oremanol, pet drinker, is tied with Mi~higmi

.. lowestlevel among all states. Figure 5 shows that the frequency of binge drinking,
partledarly frequ, ent bingedrinking (3.or more times per month) is signitieantly lower

" ~am°ngW~liiagt°n drinkers than it is -~a°ng all U.S- drhkers. Similarty:Figure6 ¯
indicates that the typical Washington drinker ~s more likely than ihe lypieal U.S. drinkerto drink moderately {1    " " "to 2 drinks per ~w~s~on) during th~ oeeasiom he/she dt’inl~. The

- 1~ * mnxromatconoiaausemWashington. This.is.illustratedinFigti~es7andS..::-~Figu~ 7 indioa~s that the lar~vale~c~ arid fr~u~n~y of d/inking and dri ".v~ng islow in
¯ W̄ashingS..n relative t~ the U.8~, whil~ Figur~ 8 shows that tho alcohol-rdated traffio

fatality rate is r~ativelylow in Wastdngtoa whoa ~ompar~l io oth~ states.

43.Ia oontra~ to lt~o- oxte~asive body of li[o~atare demonstrating that higher al~oholi~bowrag~ pHc~ ~tuc~ drinking and its coaS~lU~n~" th~ ~r~, t6 my kaowledgo, no

pu. blished indies on the .iml~act-" of the typ~ of policies kt issue in th~ ~eoa these
o~eomes. This is" ¯

¯ policies across m larg~, part due to the la~k of compreheasiv~ dat~-oa these and relat.ed
b’tates and ov~ lime..To provide some indication of the impact of these¯polieie~ on alcohol use, I per’form an econometric analysis of dath from two state~ where

¢hanges hi shnilar polities took piaee. The first b’tate l-¢xamhm." isNebraska which -
Prohibited quantity discounts and required pace p .o~4ing by distributors fO~" Wine and
distilled-spirits until these poli~i~ ~ere.~tru~k do~ra in a Nebraska b-’upr~te ~ourt
-de~isi0n issued JUne 1, 1984 (Lou~s Fi~cehiaro, Inc. ~. 2Veb. Lhluor Control Comm., 217
Neb. 487, 35I N.W.2d 701 0984)). The "            -

second state I examine is Delaware which-prohibited quantity di~c, ounts by di~xibutor~ for be~, wiu~, ~nd distilled spirits untiI the
state eliminated this ~rol~’bition by araending the state regulations, elTec~iveTtme 1, t992.
!t is important to note that the polioies examined in boflt states are a ~abs~t of the
at i~su~ in this case; the impact of diminating th~ Wa~hington poli~ies-at is~me on alcohol
.conam~ption in Washin.~on would.almost ~ertainly b~ I .argot than the observede~ec~ts.in
Nebraska and D~lawar~ gi~r~n that the Washington poli~t~ go.beyond those in the other
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.~A.. My econometric-analysis 0f the data fi:om Nebraska and Delaware is relatively fimplo, .
given thodata available. The data ~mployed in this analysis c6ver the period from 1970.

¯ - " through 2002; the ~timatos am presented in Table 1 (for Nebraska) and Table 2 (for
Delaware). Figures 9 through 12 graphically present th~ findings from simulations for
Nebraska that assume that the quantity discount proba’bitibh and price posting policies
¯ remained in effect after Juno.l, 1984. ~imilarly, Figures 13 through 16 display

= simulations for Delaware thatassume that the quantity discount bah remained in effect

.. - Estimates from four models: for each statearepresented in these Tables/Figures. The
outcome examined in each model i~ the annual state-10vel consumptibn of ethanol, in
gidlonaper capita (ages 14 yea~ and older); data are ~?r0m the NIAAA’s database on "

¯ deo/aol cons~. " tion:O~ttm//www.niaa~ nlhgov/databasedconm~03.htm !n order

,, ~-,~,~ aortas aria ~maoor economic and societal factor~
.:~[fecting .alcohol-~. mud.piton, eavh model inelud~ a measure of b~oadcr~alcoholconsmnption; Medals 1 and 3 for each ~tate use per capita ethanol co.nmmaption in the
United States, while Model~.2 and 4 use per capita ethanol.consumption in the ~devant
Cenm~ region (i.e~, th~ Midwest for Ndiraslm and the South for Delaware). In addition,
-to control for 0the general, trends in alc~liol conmunption not~apiured by the broado~

" .cgnsump.tion measure, eachmodeIincludes a simpl~ trend varii~ble.similafly, given the
. importance of~txes in affectingprices and~ as a result, alcohol Use, each model includ .es a
.,~ariable:refl~ting th~inflation2adjusted state excise tax- on an. Ounce ofethanol (a
.consumption weighted a~ea’age ofthe stat~-taxes onbeer,-viin~ and distilled, spirita):

Eachmodal contains a set ofvanabte~ reflecting the changes-in the pblieies-being "
:~xaiIdn..ed.. All models includ~ a~ indicator for the period follo~ring the diminafion 0fthe
. rel~vtmt pglid~ .as.well as a-variabl~ that interacts this indicator with the trend Variable;
¯Modds 2 and 4 include an additional interaelioa :¢arihble r~flecting the inte~-acaion 6fthe
.̄ policy indicator with the broader cofisumpf!on heasur~ (U 8 co     tion m Model 2

"’~" the ’-’t-~-m~n~Yfi2~’- .,,Medial 4). Th~e_~nteraction tomm am important in -

¯ consumption gtven that distributors andrehdters --~’,, --~-- - ..... ¯ - ,, Y. p on
.n~vcenvironmentfia .~,4.a._,^_=__._ ~,.. .-~mm~someumeto. mnyadj~ttothe

Wm,,~, ,~,q ,~Uta~tm. ~mally, each model also includ~ an int~cept

.~lS-Tho-~’timatesforHebraskashowthatth~1984 "      . . " - "     " "
ban on quantity discounts "              court de~ision striking.down¯.thostate,~"

. and price po~ting requirements for wine and distilled spiritsrmult .ed in a significani increase in Overall alcohol consumption iti Nebraska. The
simulations intlieate that by 2002, per                "

- c~pitaethanol consumption in lq~bra~ka wa~ atleast ! 0:9 percent higher than it would have b~a had flies~ polieins been maintained~
.wi.th the average estimate ~.om the four models indicating just over a 26 percent increase.

.... Similarly, the e~dmatos for Delaw~re.showthat the 1992 diminatibn of-the state’, ball
wine, and distilled spirits t~om distn’butors to retailers ~esulted

significant increase.in alcohol e0asumption in Delaware. By 2002, thesimulations
indicate that per capita ethanol consumption in Delaware woa aI~proximatdy 15 percent¯higher than it would have been had these quantity discount ban rema~ed ~ effect2
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-SUMMAry
46.̄  The. Washington-statuies and reg~ations at ks,sue in this case:reSult in retail prices for

b̄eer and wine that are higher than they would be in the absence of thee policies. The~o
: higher pllees lead tO significant reductions i~ alcohol consumption.- inoluding heavy
and/or binge drinking - among ybuths, young ad~flts, and adults in-WashingtorL The
reduotions in drinking that result from these higher pric~s result in’reduotions in the"

. lieal~, economi.’o, and ~ooial ~onsequences.of alcohol use and abuse, imp~’ovingthc safety
. and well-being of the Washington pbpulaco.                     "        " . .

Frank J. Chaloupka

"     Jtm~ 3~ 2005 ..._
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